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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Montana 
State  Library  Commission  for  the  year  ended  June  30,  1976. 

The  audit  was  conducted  by  G.  Dean  Reed,  CPA,  under  a  contract 
between  the  firm  and  our  office.   The  comments  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not  nec- 
essarily the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

Morris  L.  Brusett ,  C.P.A. 
Legislative  Auditor 
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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  reply  of  the  Montana 
State  Library  Commission  is  included  in  the  back  of  this  report. 
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Establish  summary  records  to  control  and  account  for  its 
equipment  and  implement  the  other  property  management 
procedures  prescribed  by  Management  Memo  70-17. 

Agency  Reply;   Concur.   See  page  15. 
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G.    DEAN   REED 

CERTIFIED     PUBLIC    ACCOUNTANT 
HELENA.    MONTANA    59601 

----'  '-.-■.'ft,  C^dar  Street 


AREA    CODE    406 
TELEPHONE    442-60SO 


November  10,  1976 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature 

I  have  examined  the  financial  statements  of  the  various  funds  of  the 
State  Library  Commission  for  the  year  ended  June  30,  1976,  listed  in 
the  foregoing  table  of  contents.   My  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  and  accordingly  included 
such  tests  of  the  accounting  records  and  such  other  auditing  procedures 
as  I  considered  necessary  in  the  circumstances.   In  addition,  the  HEW 
Audit  Guide  for  Library  Services  and  Construction  Act,  Titles  I  and  III 
programs,  also  served  as  a  basis  for  selection  of  audit  procedures. 

The  Commission's  record  of  its  general  fixed  assets  is  incomplete  and 
is  limited  to  location,  description,  and  quantity  control  for  account- 
ability purposes.   No  up-to-date  dollar  value  records  are  maintained 
and  no  current  physical  inventories  have  been  taken.   Accordingly,  a 
statement  of  general  fixed  assets,  required  by  generally  accepted 
accounting  principles,  is  not  included  in  this  report. 

In  my  opinion,  the  accompanying  financial  statements  listed  in  the 
aforementioned  table  of  contents  present  fairly  the  financial  position 
of  such  funds  for  the  year  then  ended,  in  conformity  with  generally 
accepted  accounting  principles  and  federal  grant  requirements  applied 
on  a  basis  consistent  with  that  of  the  preceding  year. 
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COMI-IENTS 

GENERAL 

The  Montana  State  Library  Commission  was  created  by  statutes  enacted 
in  1929,  which  are  currently  codified  in  Title  44,  Chapter  1,  R.C.M.  1947. 
The  Commission  consists  of  the  Librarian  of  the  University  of  Montana  and 
the  State  Superintendent  of  Public  Instruction  as  ex  officio  members,  and 
three  members  appointed  by  the  Governor.  The  Commission  is  authorized  to 
employ  a  State  Librarian  and  other  assistants  as  required. 

The  function  of  the  Commission  as  set  out  in  the  statutes  is  to 

(1)  give  assistance  and  advice  to  all  public  libraries  and  local  govern- 
ment agencies  which  may  propose  to  establish  libraries  within  the  state, 

(2)  maintain  and  operate  a  state  library,  (3)  accept  and  expand  federal 
grants,  (4)  establish  rules,  regulations,  and  standards  for  the  State 
Library,  (5)  provide  services  to  the  blind  and  physically  handicapped, 
(6)  develop  standards  for  public  libraries,  (7)  furnish  library  assist- 
ance and  services  to  state  agencies,  (8)  function  as  a  distribution  center 
for  state  publications,  and  (9)  to  designate  areas  for  the  establishment 
of  federations  of  libraries. 

The  primary  focus  of  the  Commission's  activities  revolves  around  the 
Montana  State  Library,  located  in  leased  facilities  in  Helena.  The  State 
Library  is  the  control  point  for  all  the  Commission's  activities. 

A  relatively  recent  change  in  emphasis  of  the  state  library  program 
was  the  initiation  in  1974,  of  a  system  of  federations  within  the  state 
library  system.   The  federations  constitute  a  division  of  the  state  into 
six  regions,  each  with  a  headquarters  location.   Most  library  services 
are  nov\7  administered  through  the  federations  as  opposed  to  directly  with 
the  State  Library.   For  example,  if  someone  not  being  served  with  direct 
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library  service  wishes  service,  he  is  encouraged  to  seek  the  service 
through  a  federation  library  rather  than  directly  with  the  State  Library. 

The  activities  >'t"  the  state  library  are  grouped  into  fivr.  programs  as 
follows : 

1.   Library  si'ivice  and  development  -  The  objective  of  this 

program  is  i he  development  of  the  state  library  collection 
to  serve  Kl;it.e  offices,  supplement  the  services  of  public 
libraries  ihroughout  the  state,  promote  adequate  library 
services  to  -ill  residents  of  the  state,  and  to  promote  the 
development  I'f  libraries. 

2.  Library  networks  -  This  entails  the  formation  of  inter- 
library  nelwKiks  to  make  library  resources  available  to 
any  person  In  the  state  through  improved  access  to  those 
resources . 

3.  Institutional  library  services  -  This  program  consists  of 

an  effort  to  provide  the  residents  of  Montana's  institutions 
with  library  services  as  part  of  the  rehabilitation  and 
therapy  proy.r.ms. 
A.   Library  services  for  the  physically  handicapped  -  The 
objective  of  this  program  is  to  provide  the  same  level 
of  library  s<;rvices  to  the  handicapped  as  are  available 
to  the  gener.';  )  population  of  the  state. 
5.   Administration 

At  the  time  the  State  Legislature  met  in  1975,  doubt  existed  as  to 
the  availability  of  continued  federal  participation  in  the  financing  of 
the  state  library  program.   As  a  result,  all  appropriations  for  financing 
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the  program  were  made  from  the  State  General  Fund.   Subsequently,  federal 
financing  became  available  under  the  U.  S.  Library  Services  and  Construc- 
tion Act  for  1975-76,  as  follows: 
Title  I: 

On-going  Programs: 

New  Financing  $  142,991 

Carryover  from  1974-75  12,968 

Federation  Development: 

Administration  5,894 

Library  Networks  9,500 

Grants  to  Local  Libraries  174,000 

Title  III  -  On-going  Program  (Library  Networks)  41,626 

Total  $  386,979 

Upon  approval  of  the  federal  grants,  budget  amendments  were  processed  to 
transfer  the  Commission's  spending  authority  from  the  General  Fund  to  the 
Federal  and  Private  Revenue  Fund  to  the 

extent    the  federal  grants  were  for  on-going  programs.   Exhibit  D,  on 
page  13,  shows  the  appropriations,  budget  amendments,  expenditures,  and 
unexpended  balances  by  fund  and  program.   All  matching  requirements  were 
met  for  1975-76,  and  as  the  Exhibit  illustrates,  practically  all  available 
federal  grant  moneys  were  expended. 

RF.COI-IMENDATIONS  FROM  PREVIOUS  AUDITS 

The  last  comprehensive  audit  of  the  Commission  was  for  the  fiscal  year 
ended  June  30,  1970.   The  report  resulting  from  that  audit,  conducted  by 
the  Office  of  the  Legislative  Auditor,  contained  5  recommendations.   Since 
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that  time,  most  of  the  recommendations  have  been  implemented.   Following  is 
a  listing  of  the  5  recommendations  together  with  comments  on  their  current 
status,  and,  where  appropriate,  my  recommendations: 

1.  "Consult  with  the  state  controller  to  insure  that  the  Commission 

needs  are  considered  in  the  formulation  of  the  statewide  accounting 
system." 

Implemented  -  As  was  the  case  with  many  state  agencies  in  1970,  the 
Commission's  basic  accounting  system  was  substantially  deficient  at  that 
time.   Subsequently,  the  Statewide  Budgeting  and  Accounting  System  (SBAS) 
was  developed  and  implemented.   SBAS  provides  the  basic  framework  to  account 
for  the  Commission's  financial  activities  and  the  Commission  has  been  util- 
izing SBAS  for  some  time  now. 

2.  'Establish  summary  records  to  control  and  account  for  accountable 

federal  equipment." 

3.  "Institute  property  management  and  control  procedures  as  prescribed  by 

the  state  controller." 

Partially  Implemented  -  The  opening  sentence  of  the  1970  audit  report 
under  the  heading  "Property  Records  and  Inventory"  was  "The  Commission  does 
not  have  the  records  necessary  to  properly  control  and  account  for  equipment 
under  its  control."   That  statement  continues  to  be  true  today. 

The  Commission  maintains  no  general  ledger  or  other  control  accounts 
that  establish  monetary  control  over  the  fixed  assets  owned  or  controlled 
by  the  Commission.   Although  contrary  to  generally  accepted  accounting 
principles  and  lacking  in  control,  this  policy  is  not  in  conflict  with 
central  state  directives.   The  existing  directive  concerning  state  agency 
fixed  asset  accounting  is  Management  Memo  70-17.   This  memorandum  provides 
limited  guidance  for  fixed  asset  accounting.   More  definitive  guidelines 
have  been  in  the  process  of  development   by  the  State  Department  of  Admin- 
istration for  some  time  but  have  not  yet  been  implemented.   Pending  such 
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implementation,  each  state  agency  must  improvise  its  own  procedures. 

Subsequent  to  the  1970  audit,  the  Commission  established  and  has  main- 
tained a  detail  card  file  for  more  recent  equipment  purchases  of  $200  or 
more.  However,  no  control  accounts  are  maintained,  no  physical  inventories 
are  taken  and  as  a  result  the  accuracy  of  the  detail  cards  is  in  doubt,  and 
no  accountability  exists  for  equipment  items  costing  between  $100  and  $200. 
Management  Memo  70-17  provides  for  accounting  for  equipment  items  costing 
$100  or  more. 

Accordingly,  the  same  recommendations  made  in  the  1970  audit  report 
are  still  applicable. 

RECOMMENDATION 

1  recommend  that  the  Commission  establish  summary  records  to  control 
and  account  for  its  equipment  and  implement  the  other  property 
management  procedures  prescribed  by  Nanagemet  Memo  70-17. 

4.  "Deposit  grants  for  commission  operations  in  the  Federal  and  Private 

Revenue  Fund  and  obtain  budgetary  authorization  prior  to  disbursement." 

Implemented  -  In  the  1970  audit  report,  it  was  pointed  out  that  the 
Commission  expended  federal  grant  moneys  for  Commission  operations  from  its 
account  in  the  Federal  and  Private  Grant  Clearance  Fund,  from  which  the 
expenditures  were  not  subject  to  the  appropriation  process.   This  practice 
was  subsequently  changed  and  such  expenditures  are  now  made  from  the 
Federal  and  Private  Pvevenue  Fund  where  they  are  subject  to  the  appropriation 
process. 

5.  "Initiate  a  transfer  of  $14,943  to  the  General  Fund  as  revenue  from 

the  Commission's  federal  accounts." 

Implemented  -  The  1970  audit  report  pointed  out  that  the  Commission 
had  underutilized  federal  grants,  resulting  in  tliis  recommendation.  The 
recommended  transfer  was  subsequently  'nade.   As  shown  by  Exhibit  D  on  page  13 
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of  this  report,  the  Commission  utilized  essentially  the  total  spending 
authority  from  its  federal  accounts  for  1975-76,  and  the  spending  authority 
equaled  the  amount  of  the  federal  grants  available. 

In  addition  to  the  Legislative  Auditor's  1970  audit,  the  USHEU  Audit 
Agency  audited  the  Commission's  operations  to  the  extent  they  affected 
federal  grants  for  the  1972-73  and  1973-74  fiscal  years.   The  resulting 
audit  report  contained  11  recommendations.   These  recommendations,  and 
comments  thereon,  follow: 

1.  "LSCA  grant  funds  be  advanced  to  participating  local  libraries  only  as 

needed  to  meet  current  program  requirements,  and  that  the  $56,012  and 
any  other  excess  funds  now  on  hand  in  the  locals  be  returned  to  the 
state  office  for  subsequent  distribution  on  the  basis  of  need." 

2.  "Final  expenditure  reports,  including  adequate  support  and  documenta- 

tion of  expenditures,  be  obtained  from  all  participating  locals  for 
fiscal  years  1973  and  1974." 

3.  "The  required  equipment  inventory  and  disposition  records  be  immediate- 

ly initiated  and  maintained  at  local  and  state  offices.   Grant  funds 
should  be  reimbursed  for  inappropriate  equipment  purchases,  and  items 
that  have  been  disposed  of  as  no  longer  required  for  program  purposes.' 

4.  "Appropriate  guidelines  and  state  office  instructions  be  immediately 

promulgated  and  issued  to  local  participants.   These  guidelines  and 
instructions  should  clearly  list  all  program  requirements  and  instruc- 
tions as  to  state  reporting  and  supporting  documentation  needs." 

5.  "The  State  Commission  immediately  establish  a  program  of  onsite  visits 

and  evaluations  to  provide  guidance  and  counsel  to  local  participants 
and  to  ensure  that  maximum  benefits  are  obtained  from  LSCA  program 
grants. " 

The  current  audit  did  not  entail  a  review  of  participating  local 

libraries  records.   However,  a  review  of  correspondence  and  other  documents 

at  the  state  level  and  discussion  with  administrative  officials  indicate 

that  substancial  progress  has  been  made  concerning  control  over  grants  to 

local  libraries. 
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6.  "As  soon  as  adequate  information  has  been  received  from  local  partici- 

pating libraries,  revised  expenditure  reports  showing  actual  program 
expenditures  for  LSCA  Titles  I  and  III  be  submitted  to  the  Office  of 
Education.   Appropriated  refunds  should  be  made  to  the  Federal  Govern- 
ment if  the  revised  reports  show  that  state  and  local  expenditures 
were  insufficient  to  meet  Title  I  matching  requirements." 

7.  "A  cost  allocation  plan  be  established  for  determining  cost  applicable 

to  LSCA  programs." 

8.  "Only  actual  expenditures  be  reported  in  the  future,  and  these  be  pro- 

perly supported  by  adequate  documentation  of  state  and  local  expendi- 
tures." 

9.  "Letter-of-credit  withdrawals  be  made  only  as  needed  to  meet  current 

financial  requirements.   Current  excessice  balances  should  be  returned 
to  the  U.  S.  Treasury  for  subsequent  withdrawal  as  needed." 

10.  "The  State  Library  Commission  establish  and  maintain  an  adequate 

accounting  system  for  fund  accountability  and  reporting  purposes,  re- 
taining all  supporting  documentation  for  the  period  prescribed  by 
regulations ." 

11.  "The  State  Library  Commission  provide  adequate  training  and  supervision 

for  all  operating  and  recordkeeping  employees  to  reliably  fulfill  the 
assurances  in  its  basic  state  plan  and  to  enable  acceptable  program 
management  and  control." 

As  of  the  time  of  this  audit,  the  Commission's  1975-76  report  of  opera- 
tions to  the  Federal  Government  had  not  been  compiled.   However,  the  Commis- 
sion concluded  that  no  refunds  were  due  based  on  its  review  of  previous  years' 
program  expenditures.   The  significance  of  the  cost  allocation  plan  for  1975- 
76  was  dimished  because  general  fund  expenditures  substantially  exceed  the 
required  matching  smount.   Letter  of  credit  withdrawals  during  1975-76  did 
not  result  in  excessively  large  cash  balances  at  the  state  level.   SBAS  pro- 
vides the  basic  system  to  supply   the  necessary  accountability  for  federal 
grant  moneys  and  the  Commission's  accounting  personnel  seem  to  have  a 
sufficient  knowledge  of  the  system  to  obtain  the  desired  results. 

FINAL  COMMENTS 

The  comments  and  recommendations  contained  in  this  report  have  been 
reviewed  with  the  State  Librarian  and  her  administrative  staff.   I  would 
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like  to  thank  the  Librarian  and  her  staff  for  the  excellent  cooperation 
they  extended  during  the  audit.   In  addition,  I  am  grateful  to  the  Legisla- 
tive Auditor  and  his  staff  for  the  cooperation  and  assistance  provided. 
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FINANCIAL  STATEMENTS 


LIBRARY  COMMISSION 
ALL  FUNDS 
BALANCE  SHEET 
June  30,  1976 


EXHIBIT  A 


ASSETS 
Revolving  Fund  Cash 
Cash  in  State  Treasury 
Unexpended  Appropriation 

Total  Assets 


General 
Fund 


Federal  & 
Federal  &  Private 
Private    Grant 
Revenue  Clearance 
Fund      Fund 


$    150 

$ 

$ 

- 

- 

19,063 

765 

24,093 

_ 

_ 

$  24,243 

$  19,063 

$ 

765 

LIABILITIES.  RESERVES,  AND  FUND  BALANCE 
Accrued  Support  Expenditures 
Due  to  Local  Governments 
Reserves  for: 

Stale  Dated  Warrants 

Revolving  Fund  Cash 

Fund  Balance  -  Exhibit  B 

Total  Liabilities,  Reserves, 
and  Fund  Balance 


$  24,093  $  53,101  $ 


534 


66,600 


47 


150 


(34,572)   (65.882) 


$  24,243  $  19,063  $    765 


See  Accompanying  Notes  to  Financial  Statements 
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EXHIBIT  B 


LIBRARY  COMtllSSION 
ALL  FUNDS 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 
Fiscal  Year  Ended  June  30,  1976 


Federal  & 
Federal  &  Private 
Private    Grant 
General   Revenue  Clearance 
Fund      Fund      Fund 


Fund  Balance,  July  1,  1975 


$(215,711)  $    118 


Add: 


Revenue  -  Exhibit  C 


394,022   111,000 


Legislative  Appropriations 


318,126 


Total  Balance  and  Additions 


318,126    178,311   111,118 


Deduct: 


Expenditures  -  Exhibit  D 


317,832    212,771   177,000 


Prior  Year  Expenditure  Adjustments 


112 


Appropriation  Reversion 


294 


Fund  Balance,  June  30,  1976 


$  (34.572)  $(65,882) 


See  Accompanying  Notes  to  Fanancial  Statements 
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EXHIBIT   C 


LIBRARY   COMMISSION 
ALL   FUITOS 
STATEI-IENT   OF   REVENUE 
Fiscal  Year   Ended  June   30,    1976 


Federal  & 

Private 

Revenue 

Fund 


Federal  & 
Private 

Grant 
Clearance 

Fund 


Federal  Grants  -  Advances  Via  Letters  of  Credit 
Pursuant  to  Grants  Under  the  Federal  Library 
Services  and  Construction  Act 


$  394,022   $  108,000 


Grant  from  the  Montana  Bicentennial  Administration 
for  the  Purchase  of  Historical  Films 


3,000 


Total 


$  394,022   $  111.000 


See  Accompanying  Notes  to  Financial  Statements 
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LIBRARY  COMMISSION 
NOTES  TO  FINANCIAL  STATEMENTS 
Fiscal  Year  Ended  June  30,  1976 


1.  The  negative  fund  balances  of  the  Commission's  Federal  &  Private  Revenue 
Fund  and  Federal  &  Private  Grant  Clearance  Fund  accounts  are  the  result 
of  the  state's  modified  accrual  basis  of  accounting  whereby  incurred 
expenditure  obligations  are  accrued  but  revenues  are  only  recognized 
when  collected.   Since  the  Commission  only  makes  cash  draws  against  its 
federal  grants  on  an  as-needed  basis,  a  good  part  of  the  federal  grants 
had  not  been  received  by  yearend,  but  unpaid  obligations  were  accrued. 
This  results  in  negative  fund  balances  in  the  Commission's  accounts. 

2.  In  the  1974-75  fiscal  year,  the  Commission  utilized  its  Federal  & 
Private  Revenue  Fund  account  to  account  for  federal  grants  passed  on  to 
local  libraries.   In  1975-76,  this  policy  was  changed  and  the  Commission 
used  its  account  in  the  Federal  &  Private  Grant  Clearance  Fund  to 
account  for  such  grants.   The  latter  policy  is  consistent  with  the  pro- 
visions of  the  Treasury  Fund  Structure  Act. 
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AGENCY   REPLY 


930  EAST  LYNDALE  AVENUE  HELENA.  MONTANA  59601 


November  22,  1976 


N0V23  1^" 

Mr.   Morris  L.   Brusett 

Legislative  Auditor  ■    LEGISLATIVE  -Vj.jiTOR 

State  Capitol 

Helena,  Montana  59601 

Dear  Mr.  Brusett: 

The  recent  audit  performed  of  the  Montana  State  Library  Commission  by 
G.  Dean  Reed,  Certified  Public  Accountant,  makes  the  following  recom- 
mendation: 

Establish  summary  records  to  control  and  account  for  the 
Commission's  equipment  and  implement  the  other  property  man- 
agement procedures  prescribed  by  Management  Memo  70-17. 

I  agree  with  the  recommendation  that  records  be  established.  In  response 
to  a  recommednation  made  by  federal  auditors  in  1974,  we  have  established 
an  inventory  record  for  the  equipment  the  Commission  has  purchased  with 
federal  money. 

At  the  present  time  there  is  one  piece  of  equipment  owned  by 
Montana  State  Library  Commission  that  was  purchased  with  state 
funds.  We  have  identified  this  piece  of  equipment.  It  has 
been  labeled.  A  card  has  been  set  up  in  our  inventory  file 
for  it.  We  will  follow  guidelines  of  the  Department  of  Admin- 
istration in  further  accounting  for  this  piece  of  equipment. 

Sincerely, 

Alma  S.  Jacobs 
State  Librarian 

ASJ/jf 

xc:  6.  Dean  Reed 
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